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This project studied the optimal local content 
requirements (LCR) policy toward FDI 
imposed by the host country. The purpose of 
LCR is to protect the host country’s 
intermediate goods industry. Given that the 
host country’s firm is not restricted by the 
LCR policy, the optimal LCR toward FDI 
should be one hundred percent. Besides, 
under the case that the host country’s firm 
cannot buy intermediate good in foreign 
market, if the market size of final goods in 
host country were large, the optimal LCR 
toward FDI should be one hundred percent; 
on the contrary, the optimal LCR should be 
zero. 
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